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SUMMARY 


A comprehensive economic reform program announced in early 1991 will 
bring sweeping economic changes and move Zimbabwe much closer to a 
free-market economy. The ambitious five-year, $16 billion plan features 
a halving of the budget deficit, trade liberalization, reduction of the 
civil service, easing of onerous controls on business, and exchange and 
interest rate policies designed to promote exports and investment. It 
has been well received by the World Bank and other donors. 


The economy grew an estimated 4.2 percent in 1990. Despite sharply 
higher energy and transport prices due to the Gulf crisis, the mining and 
industrial sectors expanded. In agriculture, declining production of 
crops such as maize and cotton was offset by a near-record tobacco crop. 
Although continued shortages of foreign exchange and a deteriorating 
transport system continue to affect the economy, growth of 4-5 percent is 
projected for 1991. 


Tobacco and gold sales increased, but falling prices for other 
commodities led to a negligible growth in export earnings. Low import 
growth enabled Zimbabwe to earn a $355 million trade surplus, but higher 
costs for transport and other services caused a small deficit in the 
overall balance of payments. The budget deficit remained at 9 percent of 
GDP due to heavy spending on defense and education and subsidies to 
parastatals. 


Much higher fuel costs and eased price and wage controls contributed to 
an estimated inflation rate of 20 percent. A further relaxation of 
controls in 1991 will keep inflation at the same level or more. 


Unemployment remains Zimbabwe's most serious problem. The jobless rate 
is well over 25 percent and growing. The government's recognition that 
increased investment is essential to any solution lies behind the 
adoption of the economic reform plan. 


Trade between the United States and Zimbabwe grew slightly to $250 
million in 1990. Following the signing of an OPIC Investment Agreement 
in June 1990, the investment climate has improved markedly. Several U.S. 
companies have recently announced plans to invest in Zimbabwe. 


PART A; CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Reform: In July 1990, Finance Minister Chidzero released an 
economic policy document outlining a series of reform measures needed to 
revitalize the economy. In January 1991, the government announced a 
comprehensive economic reform plan entitled "A Framework for Economic 
Reform (1991-1995)." This plan, designed to sustain long-term eccnomic 
growth and to address Zimbabwe's critical unemployment situation, has the 
following principal features: 

-- Reduction of the budget deficit from 10 to 5 percent of GDP by 1995; 
-- The implementation of trade liberalization by 1995. A minimum of 8&5 
percent of imports will be placed on open general import license by 

then. Tariffs rather than import licenses will be the principal means of 
protecting local producers; 
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Elimination of most exchange control regulations within five years; 
The adoption of exchange rate policies which will promote exports; 
Reduction of the civil service by 25 percent; 
Easing of price, wage, and labor regulations. 


The government will need additional foreign financing of $3.4 billion for 
the five-year, $16 billion program. It hopes to obtain as much funding 
as possible in the form of grants or concessional credits from bilateral 
donors and multilateral institutions. It will also resort to commercial 
borrowing when necessary. At a donors conference in Paris in March 1991, 
the donor community expressed strong support for the reform plan and 
pledged substantial financial support. Most donors, including the United 
States, believe that the plan is well-designed, comprehensive, and 
realistic. Provided that the government is able to stick to its 
timetable for reform, further support from donors is likely. 


Economic Outlook: Zimbabwe's economy continued to grow at a reasonable 
rate in 1990. Preliminary estimates indicate growth of 4.2 percent for 
the year, against 5.8 percent in 1988 and 5.6 percent in 1989. While 
most sectors of the economy enjoyed strong growth in the first part of 
the year, the sharp increase in oil and transport costs resulting from 
the Gulf crisis led to a slowdown in the last quarter. Prospects for 
1991 are mixed. Foreign exchange shortages, continuing transport 
difficulties, and a mediocre rainy season will have a negative impact on 
the economy. The government, however, projects growth of 4.3 percent for 
the year based on increased exports (particularly tobacco) and increased 
foreign exchange inflows by mid-year. 


Balance of Payments: Strong growth in gold and tobacco exports 
contributed to a trade surplus of $355 million in 1990. The overall 
balance deteriorated slightly due to higher payments for interest, 
dividends, and transport led to a near doubling of the current account 
deficit to $177 million. Zimbabwe's debt service ratio continued to 
decline in 1990 from 24 to 20 percent of export earnings. The government 
has said it will maintain its debt service payment at roughly this level 
throughout the life of the reform plan. Total foreign debt is around 
$2.6 billion. 


Fiscal Policy: The 1990-91 budget projects spending of US$3.4 billion 
and revenues of $2.8 billion. The deficit of $600 million equals 9 
percent of GDP, or roughly the same level as the 1989/90 budget deficit. 
Major expenditures are education ($610 million), defense ($412 million), 
debt service ($475 million), and parastatal subsidies ($300 million). 
While the deficit and subsidies remained too high, the budget did show an 
encouraging shift from recurrent spending to capital expenditure. The 
1991/92 budget, which comes out in late July, will be closely watched as 
a benchmark of the government's commitment to deficit reduction and the 


elimination of parastatal subsidies as part of the economic reform 
process. 


Inflation/Monetary Policy: The government estimate of inflation in 1990 
was 16 percent. Prices are likely to rise more more than 20 percent in 
1991 as a result of relaxed price control, higher costs for petroleum 
products and transport, and continued high monetary growth. 





= Fe 


Unemployment: Unemployment is the most serious problem facing Zimbabwe. 
The jobless rate exceeds 25 percent and is growing rapidly. More than 
200,000 school-leavers will seek jobs in 1991, but only a small fraction 
will find permanent employment. The economic reform program will 
eventually lead to significant employment and job creation, but in the 
shortterm it will contribute to unemployment as the civil service is 
trimmed and noncompetitive businesses are closed. 


Agriculture: Irregular and insufficient rainfall throughout much of the 
country will have a significant impact on the 1990/91 crop. Production 
of Zimbabwe's staple food, maize, will fall by an estimated 18.5 percent 
to 1.6 million tons. Deliveries to the Grain Marketing Board may fall 
below 600,000 tons resulting in a severe depletion of stocks. Commercial 
farming organizations have warned that Zimbabwe may have to import maize 
next year unless there are both good rains and a significant increase in 
producer prices. Drought has also had a major impact on the sugar crop, 
which will fall by at least a third to around 330,000 tons. Bright spots 
for agriculture are tobacco, cotton, and beef. Sales of 130 million 
kilograms of tobacco in 1990 brought in $380 million. In 1991, the crop 
is expected to reach 160 million kilograms and revenues may exceed $450 
million. Due to a more realistic producer price, cotton production is 
expected to increase by a third to 220,000 tons. After an 18-month 
suspension due to an outbreak of hoof-and-mouth disease, beef exports to 
the EEC have resumed and could bring in $34 million this year. 


Mining: Mineral exports reached an estimated US$640 million in 1990. 
Gold ($200 million) was again the leading mineral export, followed by 
ferrochrome ($190 million), asbestos ($58 million), nickel ($94 million), 
and copper ($33 million). Prospects for a boom in mineral production are 
good. The industry will benefit from increased access to foreign 
exchange as a result of a new currency retention scheme under which they 
may keep 5 percent of their earnings and a newly implemented $75 million 
mining revolving fund. Several major platinum projects are now under 
consideration, along with projects in gold and ferrochrome. 


Industry: Industrial production grew by an estimated 4.5 percent in 
1990, down from 7 percent the previous year. Industry was hit hard by 
the large increase in energy and transport prices stemming from the Gulf 
crisis and suffered as usual from Zimbabwe's chronic shortage of foreign 
exchange. The manufacturing sector will be one of the early 
beneficiaries of the trade liberalization program through greatly 
increased access to imports of raw materials and industrial equipment. 


Tourism: Zimbabwe's tourist sector suffered from the Gulf crisis's 
impact on international travel. However, the sector appears poised for 
long-term growth with several new hotels under construction and a new 
airport due to be in service within four years. Over 500,000 tourists 
are expected in 1991 and revenues could reach the $200 million level. 


Construction: Continuing strong demand for residential and office 
properties fueled by excess liquidity has kept the construction industry 
busy, but shortages of materials such as cement and bricks remain a 
serious constraint. Cement producers have been unable to expand due to a 
lack of foreign exchange and low prices set by the government. Industry 
sources believe that the the sector will boom as investment and access to 
foreign exchange increase under the economic reform plan. 





snes 


Energy: Zimbabwe has huge coal reserves and significant hydropower 
potential. The country is totally dependent on imported petroleum, but 
Mobil is conducting an oil exploration program in the Zambezi Valley. 
Electric power supplies are adequate for current needs, but the Zimbabwe 
Electricity Supply Authority (ZESA) predicts serious power shortages by 
the mid-1990s unless new capacity is installed. The best medium-term 
option is to utilize power from Mozambique's huge Cabora Bassa dam, but 
the security situation in Mozambique must first be resolved. Other 
options include a controversial extension of the existing facility at 
Lake Kariba and new coal-fired plants. Longer term electricity needs may 
be met by a $1 billion, 1600-MW hydropower plant at Batoka Gorge below 
Victoria Falls. A full-scale feasibility study of this project will be 
undertaken this year. 


Private Sector/Investment: Despite occasional socialist rhetoric, the 
government has been pragmatic in dealing with the private sector. The 
diversified industrial sector remains largely in private hands, and 
Zimbabwe's 4,500 privately owned commercial farms are the backbone of the 
productive agricultural sector. Government policies since independence 
have been directed at a redistribution of wealth and opportunity to the 
previously neglected black majority, but the government has explicitly 
rejected expropriation as a means to this end. A recent constitutional 
amendment sets the stage for the government to acquire nearly half of 
existing commercial farmland for resettlement purposes. Implementing 
legislation will be introduced soon. 


The government's participation in the economy is substantial. Over 30 
parastatal companies account for more than 30 percent of GDP. In 
addition, the government has taken equity positions in several private 
companies. The ruling party, ZANU (PF), has also purchased all or part 
of several private concerns, apparently in an effort to acquire a revenue 
base. As part of the economic reform plan, the government will consider 
selling minority interests in certain parastatals. 


Regional Economic Ties: South Africa remains Zimbabwe's most important 
trading partner, accounting for over 20 percent of total trade. Although 
considerable progress has been made toward the rehabilitation of the 
Beira Corridor and Beira port as well as the Limpopo Corridor to Maputo, 
Zimbabwe is still dependent on transport routes through South Africa. 


Zimbabwe is a member of both the Southern African Development 
Coordination Conference (SADCC) and the Preferential Trade Agreement 
(PTA) for Southern and Eastern Africa. Both organizations are committed 
to increased trade and investment among member states. SADCC members are 
Angola, Botswana, Lesotho, Malawi, Mozambique, Namibia, Swaziland, 
Tanzania, Zambia, and Zimbabwe. PTA members include Burundi, the 
Comoros, Djibouti, Ethiopia, Kenya, Lesotho, Malawi, Mauritius, 


Mozambique, Rwanda, Somalia, Swaziland, Tanzania, Uganda, Zambia, and 
Zimbabwe. 


PART B; IMPLICATIONS FOR TEE UNITED STATES 


Trade: Trade between the United States and Zimbabwe grew slightly in 
1990 to $254 million. Principal Zimbabwean imports from the United 
States were aircraft (a Boeing 767 was delivered to Air Zimbabwe), 
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engines, textile machinery, chemicals, data processing equipment, 
plastics, and transport equipment. Zimbabwe's major exports to the 
United States were ferrochrome, nickel, tobacco, sugar, and clothing. 

The United States remained Zimbabwe's third leading trading partner after 
South Africa and the United Kingdom. Although the foreign exchange 
shortage will limit expansion of trade in 1991, prospects in 1992 and 


beyond are favorable if the economic reform program is implemented on 
schedule. 


Investment: Zimbabwe offers many advantages to potential investors, 
including a well-developed infrastructure, a competent work force, 
abundant natural resources, political stability, and pleasant living 
conditions. However, its record on attracting new foreign investment is 
unimpressive. While the government has acknowledged that foreign capital 
and technology are needed to promote development, until recently it has 
seemed somewhat suspicious of foreign investors. 


The government's attitude toward foreign investors has been changing for 
the better over the last two years. In 1989, it issued guidelines for 
investors in a document entitled "The Promotion of Investment: Policy and 
Regulations." This document, commonly referred to as the "Investment 
Code," emphasizes that foreign investment can play an important role, but 
stresses that Zimbabweans should have an opportunity to participate 
fully. It notes that the government prefers joint ventures with majority 
Zimbabwean participation, but does not rule out 100 percent foreign 
ownership of high priority projects. It is government policy to take 
part in the investment process by entering into joint ventures with 
foreign or domestic investors in strategic and basic infrastructure 
projects. Other than in these areas, government participation will not 
be the general rule. 


The Investment Code notes that foreign investment is not encouraged in 
commercial farming or in the service sector. Government officials have 


recently said, however, that they are open to discussion of investment in 
these areas. 


To speed up the investment process, the government opened the Zimbabwe 
Investment Centre in late 1989 to serve as a single window facility for 
all foreign and domestic investment proposals. The Centre has recently 
been granted the authority to approve any investment up to a value of 
Z$10 million. Larger projects will be reviewed by the Senior Minister of 
Finance, Economic Planning and Development. 


In addition to its approval function, the Investment Centre is 
responsible for investment promotion and monitoring ongoing projects. 
The Centre should be among the first stops for any prospective investor 
in Zimbabwe. Its address is: The Zimbabwe Investment Centre, Royal 
Mutual Building, 45 Baker Avenue, P.O. Box 5950, Harare, Zimbabwe. Tel. 
(263) (4) 790991/4, FAX (263) (4) 708976. 


There are currently 37 U.S. companies operating in Zimbabwe. Of these, 
only three have been established since 1980 (Heinz-Olivine, Cummins 
Diesel, and Mobil Exploration). 


Since the government signed an agreement with the Overseas Private 
Investment Corporation (OPIC) in June 1990, Zimbabwe has become 
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much more receptive to U.S. investors. An April 1991 investment mission 
sponsored by OPIC and the U.S. Agency for International Development 
(USAID) brought 14 companies to Zimbabwe. Of these, three have already 
announced firm investment plans and several other are talking with 
potential joint venture partners. 


Several major projects under consideration by the government offer 
opportunities to U.S. companies. These include: 


oO The $350 million rehabilitation of the Zimbabwe Iron and 
Steel Company (ZISCO). 


A $500 million upgrading and digitalization program 
of Posts and Telecommunications Corporation. 


The $1 billion Batoka Gorge Hydroelectric project. 
The new Harare International Airport. 


Development of Zimbabwe's extensive ferrochrome and platinum 
reserves. 


A $400 million program to address a growing shortage 
of trucks, buses, and automobiles. 


The U.S. Trade and Development Program is active in Zimbabwe and is 
prepared to work closely with U.S. Business to develop trade 
opportunities through funding of planning services. In addition, the 
Export-Import Bank of the United States offers a full range of trade 
financing for U.S. companies exporting to Zimbabwe. 


A visit to Zimbabwe is the most effective way to gather commercial 
information and make contacts with potential customers, distributors, or 
joint venture partners. The U.S. Embassy in Harare -- 172 Herbert 
Chitepo Avenue, Box 3340, Telephone: (263) (4) 794-521, Fax: (263) (4) 
796-488 -- has an Economic/Commercial Officer and a small Commercial 
Section (Telephone: (263) (4) 705-833) to assist American Businesses. 
Additional information on Zimbabwe may be obtained from the Zimbabwe 
Desk, Room 3317, International Trade Administration, U.S. Department of 
Commerce, Washington, D.C. 20230.; Telephone: (202) 377-5148. 








